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The administration of Ecuadoran President Gustavo Noboa has been unable to forge a new deal
with the International Monetary Fund (IMF). Disagreement between the government and the
fund regarding requisite legislation is holding up a new IMF credit facility for the country. The
government had hoped to sign a new one-year standby accord with the IMF in April.
The IMF's latest credit facility for Ecuador for about US$300 million expired in December. In some
respects, Ecuador's economy has improved in the past two years. It posted the strongest economic
growth in Latin America last year, and is expected to expand by a further 4% in 2002, an impressive
change from the 7.3% decline in 1999 when the government defaulted on part of its international
debt. "We've been getting back on our feet for the last two years, and I'm optimistic about the
future," said Noboa in March. He said he would use his remaining months in office to push through
reforms he deemed essential for the viability of the dollarized economy. Elections are scheduled for
October and the new president will take office in January 2003.
As the electoral season heats up, political tensions are likely to increase as candidates position
themselves on the political stage. In his March interview with foreign correspondents, Noboa
highlighted the need to complete the US$2.5 billion partial privatization of the electricity sector and
sign the deal with the IMF. He dismissed the suggestion that Ecuador's economy could go the way of
Argentina's. "What happened in Argentina has already happened here: the change of government,
a banking crisis, the suspension of the banking sector, a deposits freeze, and [soaring] inflation," he
said. "That's the past, now we need to concentrate on anchoring the dollarization process."
Some analysts have warned that Ecuador needs to rely less on oil revenues even though those will
increase once the private US$1.1 billion pipeline being built by the OCP consortium (Oleoducto
de Crudo Pesado) becomes operational in late 2003 (see NotiSur, 2002-03-08). But others see the
expected increase in oil revenues as a way to wean the country off IMF aid. But both the pipeline
and the IMF assistance are proving controversial.
Ecuador's powerful rural indigenous groups have staged frequent protests and strikes, while
Amazonian communities have closed roads to demand aid for regional infrastructure projects as
compensation for the pipeline. Environmentalists and demonstrators have been arrested. The
president has faced opposition from trade unionists and some congressional deputies for his
planned sale of a 51% stake in the electricity generation sector.
On March 14, Noboa trimmed his privatization plans, saying he would sell just seven plants, all in
coastal areas. He scrapped the effort to sell electric companies in the Amazon and the highlands
because of the widespread opposition, but said he would "not invest a single dollar" in modernizing
the plants.
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On March 18, the government postponed the auction of the seven companies still on the
privatization agenda. Congress fails to meet IMF demands Issues affecting a renewed IMF credit
facility include structural reforms involving the liquidation of the failed Filanbanco bank, the
sale of the electricity utilities, the passage of budget legislation, and the creation of an oil revenue
stabilization fund. Another area of disagreement was that the fund wanted Ecuador to post a small
fiscal surplus this year, while the government wanted to just keep its accounts in balance. "The
negotiations are continuing, but they now depend on the government," said Bob Traa, head of the
IMF mission that visited Ecuador in March. "For the IMF, a slight surplus in the fiscal accounts is
vital, and up till last week the Economy Ministry maintained its position with respect to balanced
accounts."
On March 19, the United Nations Children's Fund (UNICEF) said it was concerned about the
government's decision to cut US$500 million from social programs as part of its effort to meet IMF
demands. "We are concerned, although the decision was expected," UNICEF representative Yriko
Yasukawa said. "The volatility of oil prices is a serious problem. Nevertheless, our message is that
the government must protect the social areas."
On April 3, Noboa announced the immediate suspension of rate increases for telephone and electric
service. He said he was suspending the cuts to stabilize inflation and further his goal of ending
the year with single-digit inflation. He said recent increases announced by telephone companies
Andinatel and Pacifictel, as well as a 5% increase in electric service, would be suspended until the
end of his term.

IMF-required legislation stalled
On April 19, the Noboa administration and the IMF reached a preliminary agreement dependent
upon passage by Congress of a fiscal-reform package. When finalized, the agreement would
provide a standby credit of US$240 million. It foresees 4% economic growth for the year, singledigit inflation, and a fiscal surplus of 1.7%. Legislative approval of a bill to create an oil- stabilization
fund and use the money to pay off part of the foreign debt was a condition for signing the IMF letter
of intent. The bill would show legislator's commitment to tight financial and fiscal policies, said
analysts.
On April 25, Congress approved Noboa's fiscal-reform bill (Ley Organica de Responsabilidad,
Estabilizacion y Transparencia Fiscal). But the legislators rejected Noboa's proposal to earmark 80%
of the oil-stabilization fund for payment on the foreign debt and 20% for internal emergencies. The
deputies did not specify percentages, but stipulated that the fund would be used in four areas: to
offset effects of drops in oil prices, to respond to the effects of natural disasters, to pay for social
investment and productive reactivation, and to make payments on the foreign debt and the state
debt to the Instituto Ecuatoriano de Seguridad Social (IESS). The fund would be administered by
the Banco Central de Ecuador. The amount designated for each category would be determined by
the president, with support from a committee made up of a government delegate, the minister of
economy and finance, and the controller of the nation.
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On May 2, Noboa announced a partial veto of the reform package, specifically rejecting the articles
relating to the stabilization fund. Noboa counterproposed earmarking 70% of the fund for foreigndebt payment, 20% for emergencies, and 10% for human development.
On May 22, Ecuador's Congress agreed to the wording proposed by Noboa, but that was still
unacceptable to the IMF. Ecuador's reform efforts are not enough to secure a fresh loan, said IMF
Western Hemisphere director Claudio Loser in a letter. "Unfortunately, neither the version passed
by Congress, nor the version including the president's veto, responds to the fiscal and institutional
criteria," he said. Lawmakers seem unfazed by the IMF's position. "An accord with the fund is
important," said Congress president Jose Cordero. "But so is the flexibility to use the oil fund for
other contingencies. Anyway, I'm not worried. They always say we're not going to get a deal but in
the end we do."

IMF deal unlikely in short term
Whether the president's counterproposal passes "really doesn't matter," said one analyst. "Either
way the overall picture is unacceptable and a deal now looks unlikely." If a compromise cannot be
reached, an agreement seems unlikely until next year, when a new government assumes power.
That possibility has bond markets concerned. Ecuador should have no problem paying obligations
this year, but, in the absence of a deal, "the default risk rises significantly," said Lacey Gallagher
with CFSB in New York. "Behind the subtle words of disapproval from the US Treasury, Bob Traa,
and Claudio Loser, the fund is very annoyed and frustrated with Ecuador," said one analyst.
Without an agreement with the IMF, Ecuador cannot access US$100 million from the Inter-American
Development Bank (IDB) and US$50 million from the World Bank, or defer payment of US$75
million owed the Paris Club of creditor nations. That would make Ecuador will be even more reliant
on oil.
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